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According to a new report by Guatemala's Central Bank (Banco de Guatemala, BANGUAT),
the GDP expanded by 3.6% during the first semester of 1995, largely fueled by a sharp jump in
export income since the beginning of the year. Inflation as well remains markedly low, with a 5.2%
accumulated increase in the consumer price index (CPI) during the first nine months of the year.
Despite sustained growth and economic stability, however, living conditions in rural and urban
areas have not improved, and protests by labor and campesino groups remain constant throughout
the country.
In the first half of the 1980s, Guatemala's GDP fell dramatically as a result of the debt crisis that
affected all Latin America and the Caribbean countries at that time, plus a devastating civil war
that ripped Guatemala's fragile economy apart. By 1985, the country's per capita GDP had slipped
back to 1970 levels, following four years of either negative or zero-level growth. In 1987, however,
recovery finally set in. Since that year, the GDP has expanded by an average of about 3.8% per
annum. In fact, growth has consistently remained above 3% every year, with the exception of 1989,
when the GDP dipped slightly to 2.9%
This year, the country has continued its pattern of moderate growth, according to the latest report
from BANGUAT's Economic Studies Department, released in September. The study is based on a
monthly index of economic activity that surveys 32 productive and commercial areas, which together
represent 75% of total domestic output. BANGUAT reports that during the first semester, the GDP
expanded by 3.6%, with marked growth registered in the agricultural, industrial, and commercial
sectors. According to the study, which included a poll of industrial firms around the country, 80% of
the nation's industrialists said that they are currently producing at either the same level as in 1994,
or higher. "Given the rate of economic growth during the first semester, we expect that the GDP
for the entire year will be slightly higher than the 4% expansion registered in 1994," said Finance
Minister Ana de Molina.
"The agricultural, industrial, and commercial sectors have all demonstrated noteworthy growth
since the beginning of the year." Robust export growth provided the motor force for expansion since
January. According to BANGUAT, total export income for the first nine months of 1995 reached US
$1.747 billion, representing a whopping 42.4% jump compared with the same period in 1994, when
exports earned US$1.227 billion. Both traditional and nontraditional exports grew substantially.
Traditional exports coffee, sugar, bananas, cardamom, meat, and cotton earned US$939.1 million
in the first nine months of this year, representing a 40% increase compared with the same period
in 1994, when traditional exports earned US$671.4 million. Coffee is still the country's number one
foreign-exchange earner, accounting for US$567.1 million in the January- September period, or 32%
of total export income. Coffee earnings jumped by about 75% in the first nine months of the year,
aided by the consistently high price for coffee on the world market since 1994.
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The country's nontraditional exports, however, grew even faster than traditionals. Nontraditionals
earned US$807.9 million during January-September, or 45.4% more than in the same nine-month
period in 1994, when nontraditionals brought in US$555.6 million. Of the nontraditionals, the biggest
earners are garment exports, which yielded US$138.9 million during January- September. Chemical
exports, which grew by more than 100% in the January-September period, are the second most
important of the non-traditionals, earning US$81.5 million in the first nine months of the year.
Fresh fruit and fruit products also earned US$53.8 million, and vegetables brought in another US$48
million.
The jump in export income helped lower the country's trade deficit since the beginning of the year.
Complete figures for the first nine months of 1995 are not yet available, but BANGUAT reports that,
until mid-September, the value of imports had grown by about 27% compared with the same period
in 1994, much slower than the growth rate for exports. As a result, the trade deficit only totalled US
$405 million as of mid-September, about US$67 million less than the same period in 1994, when the
deficit reached US$472 million.
Meanwhile, BANGUAT also reports a substantial drop in the CPI since the beginning of the year,
with annualized inflation now running below 10% for the first time since 1987. Inflation had peaked
in 1990 at 60%, which was the highest rate ever recorded in the country. Since then, however, the
CPI has declined fairly steadily each year, reaching 12.5% in 1994. This year, inflation is running in
the single digits. BANGUAT reports 5.2% accumulated inflation for the first nine months of 1995,
nearly 3.5 percentage points less than during the same time period in 1994. Annual inflation for the
12- month period ending in September reached 8.13%, compared with 11.97% for the previous 12month period.
Government officials now predict that by year-end, annual inflation will remain within the 8% to 9%
range. The drop in inflation reflects strict fiscal and monetary policies imposed by President Ramiro
de Leon's administration. The Finance Ministry reports a sharp jump in tax income since January
as a result of government efforts to crack down on tax evasion. Indeed, the de Leon administration
led a head-on battle with the private sector in April of this year to push Congress to enact a series of
tax reforms aimed at raising state income (see NotiSur, 05/11/95). As a result, the Finance Ministry
reports that the government collected 3.314 billion quetzals (Q5.75=US$1.00) in taxes during the first
semester of 1995, about 63% more than the Q2.035 billion that the government originally anticipated
it would collect for that time period. The increase came from the closing of a loophole that had
allowed tax credits for exporters, as well as the implementation of quarterly income tax payments
replacing annual collection and the creation of administrative measures to control evasion.
The collection of the 7% value-added tax (impuesto al valor agregado, IVA) increased by 35% during
the first semester compared with 1994, and import taxes jumped by 32%. By year-end 1995, the
Finance Ministry estimates that tax income will climb above 8% of GDP, a goal the government
had promised to achieve in its negotiations with the International Monetary Fund (IMF) earlier this
year. Tax income had fallen to just 6.6% of GDP in 1994, down from 7.8% of GDP in 1993, giving
Guatemala the lowest tax burden relative to economic output in the western hemisphere. The
increase in tax income helped reduce the government's fiscal deficit this year, which, in turn, eased
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the executive's need to request loans from BANGUAT to finance the budget. That, combined with
particularly high lending rates in the national banking system that averaged 21% during the first
semester of the year, allowed BANGUAT to reduce money in circulation by Q281.5 million, or
7.6%, in the January-June period. In fact, BANGUAT reduced the amount of new money printed
during the first semester by 5.2% compared with the same period in 1994, greatly alleviating
inflationary pressures since January. Still, notwithstanding the sustained growth rates since 1987
and the country's newfound monetary stability, economic recovery has not yet led to any significant
improvement in living standards for workers in rural and urban areas. As a result of the economic
crisis in the first half of the 1980s, poverty in Guatemala spread dramatically.
According to the government planning office (SEGEPLAN), between 1981 and 1991, the percentage
of Guatemalans living below the poverty line mushroomed from 63.4% of the total population to
89%, meaning that at least four out of every five Guatemalans are now officially considered poor.
During the same period, the percentage of people living in extreme poverty grew from 32% of
the population to 67%. Despite the average 3.8% GDP growth reported since 1987, nearly 50% of
the economically active population is still either unemployed or without a full-time job. Indeed,
the World Bank estimates that, just to maintain present poverty levels and avoid any further
deterioration in living standards, Guatemala's economy and that of other Latin American countries
must grow by at least 3.4% per year. And, to achieve a significant reduction in poverty by the turn
of the century, the GDP would have to expand by at least 6.5% per year, or nearly three percentage
points more per annum than the average growth rate registered in Guatemala during the past eight
years (see NotiSur, 02/09/95).
Even the government statistics office (Instituto Nacional de Estadisticas, INE), which tracks inflation,
admits that price stability is probably more a reflection of depressed demand than of an abundant
supply of consumer goods. Moreover, with the CPI based on a nationwide survey of consumer
patterns taken 15 years ago, economists question the relevance of the market basket used by INE,
especially given the rising levels of poverty and extreme poverty since 1981. For instance, the CPI
used today includes changes in household gardening expenses, reading materials, and recreational
costs, even though the great majority of the salaried population has scratched these items off their
shopping lists. According to official estimates by the Guatemalan Social Security Institute, during
the 1980s real wages plunged by 35%, with the reduction in real minimum wages approaching 50%.
Currently, the minimum wage in the agricultural sector which employs about half of the nation's
work force is equivalent to US$69 per month, yet according to INE, a family needs a monthly income
of at least US$205 to simply meet its basic needs. Moreover, the Ministry of Labor estimates that
compliance with minimum-wage standards by employers is 60% in urban areas and only 15% in the
countryside.
Not surprisingly, then, protests by labor and campesino groups have remained fairly constant this
year. In February, a wave of land invasions by landless campesinos and by farmworkers seeking
wage hikes and improved working conditions exploded in the countryside. From February-April,
campesino groups led by the Coordinadora Nacional Indigena y Campesino (CONIC) and the
Comite de Unidad Campesina (CUC) invaded more than 100 farms in nine of the country's 22
departments, especially along the agriculturally rich south coast, where the large agroexport estates
are concentrated. Since May, sporadic land-related protests have continued around the country. In
early August, for example, about 100 leaders from a squatter settlement in the satellite city of Villa
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Nueva, 30 km south of the capital, occupied the offices of the national housing bank (Banco Nacional
de la Vivienda, BANVI) in the capital.
The protesters, who represented about 1,500 squatters, demanded that the bank grant them legal
titles to the land that they invaded earlier this year. Nevertheless, in response to the BANVI
occupation, riot police forcefully evicted the squatters from the settlement, injuring at least 80
people in the process. The police eviction led to several days of spontaneous protests by campesino
groups and other grassroots organizations around the country, including a protest march on Aug. 22
attended by some 10,000 landless campesinos. Labor conflicts as well have remained fairly constant,
especially in the public sector. In the most recent dispute, employees from the Guatemalan electric
company Empresa Electrica de Guatemala (EEGSA), which distributes electricity in the capital and
surrounding areas, went on strike for three weeks in September, occupying plants in the city and
its outskirts. The union demanded an administrative overhaul of the firm and an improvement in
working conditions.
Rather than negotiate, however, the government militarized EEGSA installations, sending army
troops into the buildings to keep the plants running and break the strike. The protest ended in
failure on Sept. 26 when employees went back to work on a government promise to discuss their
demands. [Sources: Central America Report (Guatemala City), 02/24/95, 03/03/95, 03/24/95, 04/21/95,
08/18/95, 09/01/95; Notimex, 06/02/95, 06/03/95, 09/03/95; Reuter, 09/04/95; Inter Press Service,
09/12/95; Inforpress Centroamericana (Guatemala City), 08/24/95, 09/14/95; Agence France-Presse,
05/29/95, 07/10/95, 08/02/95, 08/17/95, 09/05/95, 09/11-13/95, 09/28/95; Agencia Centroamericana
de Noticias-Spanish news service EFE, 08/04/95, 09/01/95, 09/08/95, 09/13/95, 09/14/95, 09/26/95,
09/28/95, 09/29/95, 10/06/95; Noticias de Guatemala, 07/09/95, 09/04/95, 09/05/95, 09/07/95, 10/13/95]
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